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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Implement the

Commission’s Procurement Incentive Framework Rulemaking 06-04-009
and to Examine the Integration of Greenhouse (Filed April 13, 2006)
Gas Emissions Standards into Procurement

Policies.

COMMENTS OF SAN DIEGO GAS & ELECTRIC COMPANY (U 902 E)
AND SOUTHERN CALIFORNIA GAS COMPANY (U 904 G)
ON PHASE ONE ISSUES AND FINAL STAFF RECOMMENDATIONS

I.
INTRODUCTION

In accordance with the Rules of Practice and Procedure of the California Public
Utilities Commission (the “Commission”) and the Assigned Commissioner’s Ruling:
Phase 1 Amended Scoping Memo and Request for Comments on Final Staff
Recommendations (the “ACR”), issued October 5, 2006, San Diego Gas & Electric
Company (“SDG&E”) and Southern California Gas Company (“SoCalGas”) hereby
submit these comments regarding Phase 1 issues and the final staff recommendations
concerning adoption of an interim greenhouse gas (“GHG”) emissions performance
standard (“EPS”) (the “Final Staff Recommendations”) .

As SDG&E and SoCalGas observed previously, the Final Staff Recommendations
reflect Commission staff’s responsiveness to parties’ concerns regarding the design of an

effective EPS.Y SDG&E fully supports the prospective focus of the “gateway” approach,

Y Comments of SDG&E and SoCalGas on Draft Workshop Report, p. 2.



the administrative simplicity afforded by the focus on large, long-term baseload
contracts, setting the proposed EPS at least at 1,100 pounds of CO, per Megawatt Hour
(“MWh”) and inclusion in the interim EPS of clear methodologies for calculating the
associated GHG emissions of cogeneration facilities and power from unspecified
resources. Accordingly, as is discussed in greater detail below, the Commission should
adopt the Final Staff Recommendations with a few minor revisions and clarifications.
SDG&E and SoCalGas also address below the methodology for calculating the thermal
credit used to determine the emissions associated with electricity production from
combined heat and power (“CHP”) applications.

II.
PHASE 1 POLICY ISSUES

The ACR invites parties to comment on “any Phase 1 policy, legal or
implementation issue(s) within the scope of this proceeding,” and specifically directs
parties to address the Final Staff Recommendations.? To the extent parties have
previously filed comments and/or legal briefs setting forth positions on Phase 1 issues,
the comments in response to the ACR are intended to constitute parties’ “final positions
on those matters.”® In accordance with this direction, SDG&E and SoCalGas address
below the Final Staff Recommendations and provide comment concerning the alignment
between the Final Staff Recommendations and SDG&E/SoCalGas’ final positions
regarding the structure and implementation of the Phase 1 interim GHG EPS.

1) Design Goals for the EPS
a) Prevent backsliding and commitments that will make future GHG reductions
more difficult

b) Minimize costs to ratepayers and minimize the risk of long-term
commitments that will raise the cost of future compliance costs

¥ ACR, p. 3.
¥ Id,p.6.



¢) Reliability:
i) short-term: do not force shutdown of essential facilities
ii) long-term: consider risks of relying on high emitting resources

d) Administrative simplicity, regulatory certainty, consistency with statutory
guidelines and requirements

SDG&E/SoCalGas Comment: These design goals fairly represent the consensus of the
workshop participants and are generally consistent with SDG&E/SoCalGas’
recommendation regarding design criteria, as stated in their Post-Workshop Comments,
filed July 27, 2006, p. 5. This Final Staff Recommendation omits a key design goal,
however, and should be modified to include “signaling generation development away
from high-emitting resources” as an additional design goal. In light of the existence of
the loading order, RPS requirements, and the GHG adder, which currently guide IOU
procurement, conveying a clear message to generation developers and non-IOU LSEs
regarding the type of electric generation acceptable to California is a primary justification
for development of an interim EPS. (See, SDG&E/SoCalGas Post-Workshop Comments,
p.5).
2) Timeframe
a) Implement program on or before February 1, 2007 in consultation with the
California Energy Commission and State Air Resources Board and
compliant with Section 8341(d).
b) Coordinate with procurement proceeding, but adopt prior to February 1,
2007 per Section 8341(d).
¢) Implement performance standard as interim measure for an unspecified
period of time. CPUC, through a rulemaking proceeding and in consultation
with the Energy Commission and State Air Resources Board, shall
reevaluate and continue, modify, or replace the greenhouse gases EPS when
an enforceable green house gases emissions limit is established and in
operation, that is applicable to load serving entities. (Section 8341(g))
SDG&E/SoCalGas Comment: This Final Staff Recommendation is consistent with
SDG&E and SoCalGas’ position, as expressed in their Comments on the Draft Workshop

Report, filed September 8, 2006, pp. 8-9, that SB 1368 requires the Commission to



reevaluate the EPS when an enforceable greenhouse gases emission limit is established
and in operation. The Commission should make clear that while the interim EPS will not
be eliminated prior to establishment and operation of an enforceable GHG emission limit,
discussion and evaluation of the ongoing need for the interim EPS can and should occur
during Phase 2, in advance of the actual implementation of the enforceable GHG limit
contemplated in Phase 2. (See, SDG&E/SoCalGas Comments on the Draft Workshop
Report, p. 9).

3) To Which LSEs does the EPS apply?

a) Apply to all jurisdictional LSEs (including ESPs and CCAs). (Section
8340(h), 8341(a))

b) Create ESP process to address ESP procurement related to this program
(Section 8341(a)(2)and(3)

¢) Don’t delay pending program development for publicly-owned utilities

d) Develop a filing/approval process for multi-jurisdictional utilities (MJUs)
compliant with Section 8341(d)(9).

SDG&E/SoCalGas Comment: This Final Staff Recommendation is consistent with
SDG&E and SoCalGas’ position, as expressed in their Pre-Workshop Comments, filed
June 12, 2006 and their Opening Brief filed June 30, 2006. It addition, it is clear that
under SB 1368, the interim EPS applies to ESPs and CCAs. (See, ACR, Attachment 1, §
3).

4) Program Screens

a) The EPS standard will be applied on a “gateway” basis, at the time a LSE’s
commitment (build or buy) is proposed. (Section 8341(a))

b) The standard will be applied to the reasonably projected emission rate (Ibs of
CO2 per MWh) from the supply source over the term of the commitment.
(Section 8341 broadly).

¢) “Covered resources” are resources with a reasonably projected average
annual capacity factor of 60% or greater. (Section 8340(a))

SDG&E/SoCalGas Comment: This Final Staff Recommendations is consistent with

SDG&E and SoCalGas’ position, as expressed in their Post-Workshop Comments, filed



July 27, 2006, supporting the gateway approach (p. 6) and supporting application of the
interim EPS to generation resources with a capacity factor of 60% or greater (p. 9).
5) Covered Power Sources

a) Applied to all LSE commitments (Section 8341), including:

i) utility owned new generation,

ii) repowered facilities

iii) new and renewal contracts for power, including cogeneration facilities

iv) For the purposes of ensuring that existing contracts and investments are

not required to be renegotiated, all facilities that meet the requirements
of Section 8341(d)(1) should be deemed in compliance at the onset of the
EPS program. As contract renewals and/or repowering of those facilities
occur, they should be subject to the gateway standard.
SDG&E/SoCalGas Comment: The Final Staff Recommendation is consistent with the
SDG&E/SoCalGas position, as expressed in their Post-Workshop Comments, filed
July 27, 2006, p. 7, supporting the application of the GHG EPS to new generation,
repowering, and new and renewed long-term contracts for baseload power.

With respect to application of the interim EPS to repowered facilities, SDG&E
and SoCalGas recommend that the Commission provide a formal definition of
repowering in order to eliminate ambiguity regarding application of the interim EPS.

In addition, SDG&E and SoCalGas recommended that the Commission make clear that
replacement of equipment and/or the addition of pollution control equipment should not
trigger application of the EPS. Rather, only changes that alter the nameplate capacity of
the plant (i.e., the plant's maximum rated output under specific conditions designated by
the manufacturer and usually indicated on a nameplate physically attached to the
generator) should trigger the EPS review. (See, SDG&E/SoCalGas Reply Comments on
the Draft Workshop Report, filed September 15, 2006, p. 5)

SDG&E and SoCalGas also request that the Commission rectify an inconsistency

between SB 1368 and Final Staff Recommendation 5(a)(iv). SB 1368 provides that “[a]ll



combined-cycle natural gas powerplants that are in operation, or that have an Energy

Commission final permit decision to operate as of June 30, 2007, shall be deemed to be in

compliance with the greenhouse gases emissions performance standard.”®/ Thus, these

plants are, by definition, compliant with the interim EPS and should not be required to
reestablish compliance upon contract renewal. As a practical matter, because SB 1368
requires that the EPS be set at a level that ensures compliance of these plants, if such
plants are required to reaffirm compliance upon contract renewal, the showing will be
merely pro forma. Thus, logic does not support the proposal in Final Staff
Recommendation 5(a)(iv) that as contract renewals of those facilities occur, they should
be subject to the gateway standard. This requirement would merely impose
administrative burden while serving little purpose.

5b) All new and renewal contracts and commitments in “covered resources” of
five years or longer (Section 8340(j))

SDG&E/SoCalGas Comment: This Final Staff Recommendation is consistent with
SDG&E and SoCalGas’ position, as expressed in their Post-Workshop Comments, filed
July 27, 2006, pp. 7-8, recommending that only those contracts with a duration of five
years or longer should be subject to the GHG EPS. This position is also consistent with
SB 1368. (See, ACR, Attachment 1, § 4).
5c) Applied to baseload and intermediate or “shaping” facilities with reasonably
anticipated annual average capacity factor of 60% or greater (Section
8340(a))
SDG&E/SoCalGas Comment: This Final Staff Recommendation is consistent with

SDG&E and SoCalGas’ position, as expressed in their Post-Workshop Comments, filed

July 27, 2006, p. 9, supporting application of the interim GHG EPS to facilities with a

¥ Senate Bill (SB) 1368, Sec. 2, § 8341(d)(1), (Stats. 2006, Ch. 598).



60% or greater capacity factor. The Final Staff Recommendation is also consistent with
SB 1368 (See, ACR, Attachment 1, § 4).

Because SB 1368 refers only to a 60% capacity factor and does not discuss or
define “intermediate” or “shaping” facilities, SDG&E and SoCalGas recommend that the
Commission eliminate these terms and refrain from using them in the EPS. (See, ACR,
Attachment 1, § 4). The key analysis under SB 1368 is whether the annual average
capacity factor of a facility meets the 60% threshold, regardless of additional terms that
may be used to describe the facility. Inclusion of these additional terms in the interim
EPS could, however, cause confusion and result in misapplication of the EPS.

5d) Size threshold (Section 8341 broadly):

i) For specified facilities (built or under contract): 25 MW or greater
commitment (e.g. contract size) delivered to the grid;

ii) For unspecified resource/facilities under contract: 25 MW or greater
delivered to the grid under contract commitment.

iii) For either specified or unspecified commitments: a series of related
contracts with the same supplier, likely resource, or known facility, or a
series of related or similar contracts with separate sources must be
considered as a single commitment in size, capacity factor, and duration.
Multiple contracts with the same supplier, likely resource, or known
facility are considered to be a single commitment, and must be reviewed
as such. Such multiple contract activities must be disclosed by the
utilities to the CPUC in order to eliminate “slicing and dicing” of large
contracts intended to avoid or manipulate the gateway screening process.
Utilities that do not disclose such activities will be considered in violation
of the performance and subject to penalty and enforcement.

We recognize that some professional judgment is required to determine
when certain contractual commitments are “related” or “similar” so as to
trigger review as a single commitment. However this is a common enough
problem in environmental regulation and utility prior review programs,
and we expect a professional rule of reasonableness to govern its
application here. LSEs that are in doubt as to the application of the Rule
to new long-term commitments can disclose their contracting patterns to
the Commission and seek a jurisdictional determination under the Rule.



SDG&E/SoCalGas Comment: The Final Staff Recommendation is consistent with the
SDG&E/SoCalGas position as expressed in their Post-Workshop Comments, filed July
27, 2006, supporting evaluation of EPS applicability on the basis of contract(s) rather
than underlying plant operation (p. 8) and supporting the size exemption (p. 11).

Se) Application to Qualifying Facilities (QFs) to be determined based upon
CPUC review of legal briefs and in accordance with PURPA.

SDG&E/SoCalGas Comment: The Final Staff Recommendation is consistent with
SDG&E and SoCalGas’ position, as expressed in their Pre-Workshop Comments, filed
June 12, 2006, p. 15 and Opening Brief, filed June 30, 2006, pp. 5-7. In their Opening
Brief, SDG&E and SoCalGas argued that so long as short-term contracts are excluded
from the interim EPS, there exists no rationale for exclusion of QFs from the obligation
to comply with the EPS:

The concern regarding QF contracts arises from the fact that the utilities
are currently required under PURPA to enter into QF contracts. Thus, the
risk exists in theory that the utilities would be unfairly penalized if QF
production facilities delivering power to the utilities under mandatory
contracts were unable to meet the EPS. As a practical matter, however, it
is unlikely that this scenario would occur. As discussed below, to the
extent that short-term contracts (i.e., contracts with a term of less than 5
years) between a utility and a QF would be excluded from application of
the EPS, a categorical exemption is not required for long-term QF
contracts. Issues related to QF contracts are currently being addressed in
R.04-04-025. As SDG&E has explained in that proceeding, it is well-
settled that PURPA does not require long-term standard offers or
minimum contract terms. Rather, the utility may elect to meet PURPA
requirements solely through short-term contracts. Indeed, the Commission
has concluded that “[t]aking a look at the statute, we find no mandated
minimum term for PURPA required purchases. Looking to FERC
regulations, we similarly find no mandated minimum term.” The
Commission has further observed that in implementing PURPA, many
states do not require standard offers (either short-term or long-term) and
instead require QFs to negotiate agreements with utilities under market
conditions.



In light of the fact that SDG&E is not required under PURPA to enter into
long-term agreements with QFs, SDG&E has recommended in
R.04-04-025 that all QFs (new, existing and those with expiring contracts)
be permitted to participate in SDG&E’s request for offers (“RFO”)
process and/or enter into mutually beneficial bi-lateral contracts. To the
extent a QF elects not to participate or does not succeed in the SDG&E
RFO process, SDG&E would make available a one-year term agreement
for capacity and energy in order to satisfy PURPA requirements.

In the absence of a mandatory requirement to enter into long-term
contracts with QFs, applying the EPS to QF contracts raises few concerns.
If the QF contract is short-term, the EPS would not apply, according to the
Commission’s current Straw Proposal. If a QF opts to bid into an SDG&E
RFO or to initiate bi-lateral negotiations, evaluation of the QF’s offer on
the basis of, among other things, compliance with the EPS would be
appropriate. As SDG&E and SoCalGas have noted previously, the
Commission should cast as wide a net as possible in the event it elects to
impose an interim EPS. Provided that short-term contracts are excluded
from the EPS, there exists no rationale for exclusion of QFs from the
obligation to comply with the EPS, if one is ultimately adopted. (pp. 5-7,
internal footnotes omitted)

5f) Facilities used for self-generation are covered if they meet the criteria for the
gateway screen. Credit against emission rates for co-generation thermal
loads will be permitted using the calculation proposed by EPUC/CAC and
reviewed on a case-by-case basis upon a showing of the percentage of
facility’s useful thermal load.
SDG&E/SoCalGas Comment: The Final Staff Recommendation is consistent with
SDG&E/SoCalGas’ position, as expressed in their Comments on the Draft Workshop
Report, filed September 8, 2006, pp. 5-6, that the interim EPS should define the
methodology to be used to determine the credit provided for co-generation thermal load.
While the Final Staff Recommendation provides this definition, the method selected for
calculation of the thermal credit is the CAC/EPUC method rather than the

SDG&E/SoCalGas preferred method. In accordance with the ACR, SDG&E and

SoCalGas provide further analysis of this issue in section III below.
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5g) Renewables compliant with the RPS are covered resources subject to the
gateway screen and should estimate their emissions in a manner compliant
with Section 8341(d)(4). In the case of renewable contracts with firming
resources, see below.
SDG&E/SoCalGas Comment: In their Post-Workshop Comments, filed July 27, 2006,
p. 14, SDG&E and SoCalGas express support for the analysis performed by the Green
Power Institute that would set all renewable emissions at zero. This approach would be
consistent with the treatment of biogenic emissions by the California Climate Action
Registry (“CCAR”) and under the Kyoto Protocol. The Final Staff Recommendation
provides that for facilities generating electricity from biomass, biogas, or landfill gas
energy, the Commission shall consider net emissions from the process of growing,
processing and generating the electricity from the fuel source. The Final Staff
Recommendation fails, however, to proceed to the next step of the analysis and to make a
determination that biogenic renewables will pass the GHG EPS. Accordingly, the
Commission should adopt the Final Staff Recommendation and should, in addition, find
that biogenic renewables have net emissions of zero.
5h) Reliability and cost exemptions may be permitted, and will be considered on
a case-by-case basis. The Commission will consult with the Independent
System Operator to consider the effects of the standard on system reliability
and overall costs to electricity customers. (Section 1(g), Section 8341(d)(6).
SDG&E/SoCalGas Comment: The Final Staff Recommendation is consistent with the
SDG&E/SoCalGas position in favor of including in the interim EPS the flexibility
necessary to respond to unforeseen circumstances related to reliability and/or price. See,

SDG&E/SoCalGas Post-Workshop Comments, filed July 27, 2006, pp. 15-16; Comments

on Draft Workshop Report Comments, filed September 8, 2006, pp. 8-9.
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6) What is the Standard and How Determined?

a) Emissions standards based upon CCGT performance of a powerplant that is
designed and intended to provide electricity generation at an annualized
plant capacity factor of at least 60 percent. (Section 8340(a)).

i) One standard for all covered facilities based upon typical combined cycle
natural gas facilities operating in the WECC system. The standard limit
is 1100 Ibs CO2/MWh.

b) Potential R&D exemption on a case-by-case basis for higher emitting
facilities. One example might be an advanced coal facility that has an equal
or better emission rate than the estimated IGCC average heat rate and
emissions, and that has or will have in a reasonable period of time the
capacity and existing plan to capture and store carbon dioxide as described
in the GHG Performance Standard Policy Statement. In addition, carbon
dioxide that is injected in geological formations, so as to prevent releases into
the atmosphere, in compliance with applicable laws and regulations shall not
be counted as emissions of the powerplant in determining compliance with
the EPS. (Section 8341(d)(5)).

SDG&E/SoCalGas Comment: This Final Staff Recommendation is consistent with the
SDG&E/SoCalGas position, as expressed in their Post-Workshop Comments, filed
July 27, 2006, pp. 12-13, supporting an EPS standard limit of 1,100 Ibs. COo,/MWh. In
their Comments on the Draft Workshop Report, filed September 8, 2006, pp. 3-5,
SDG&E and SoCalGas also recommended the 1,100 Ibs. CO,/MWh limit, and noted that
setting the EPS at this level would ensure satisfaction of SB 1368’s mandate that “[a]ll
combined-cycle natural gas powerplants that are in operation, or that have an Energy
Commission final permit decision to operate as of June 30, 2007, shall be deemed to be in
compliance with the greenhouse gas emission performance standard.” (pp. 3-4, internal
footnote omitted).

The Final Staff Recommendation is also consistent with SDG&E/SoCalGas’
position favoring a research and development (“R&D”) exemption, to be applied on a

case-by-case basis. SDG&E and SoCalGas express support for including in the interim
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EPS the flexibility necessary to advance new technologies in their Pre-Workshop
Comments, dated June 12, 2006, p. 7, as well as their Post-Workshop Comments, filed
July 27, 2006, p. 16.

7) Application of the standard to units and contracts (Section 8341 broadly)

a) Single-unit-specific contracts: contracted unit must qualify

b) Multi-unit contracts: each covered unit must qualify

¢) Baseload renewable product with a firming fossil unit(s) that qualifies as a
“covered resource”: baseload blended average of all covered facilities
(renewable and fossil) must pass screen. If firming unit is unspecified impute
appropriate emissions factor.

d) Null renewable power treated same as unspecified power. RPS compliant
power treated as renewable.

e) Unspecified resource contracts: apply most current CEC “Net System
Power” average at time of new or renewed commitment. This is the
statewide system average of the leftover energy in the system that is not
claimed- includes in and out of state power, and anything that is not claimed
by a CA utility, and is the most representative option reflecting CA LSE
procurement activities. All LSEs would use the same average emissions
factor, regardless of location in the state.

f) For either specified or unspecified commitments: as discussed above in
S)d.iii., a series of related contracts with the same supplier, likely resource, or
known facility, or a series of related or similar contracts with separate
sources must be considered as a single commitment in size, capacity factor,
and duration. Multiple contracts with the same supplier, likely resource, or
known facility are considered to be one bulk contract, and must be reviewed
as such. Such multiple contract activities must be disclosed by the utilities to
the CPUC in order to eliminate “slicing and dicing” of large contracts
intended to avoid or manipulate the gateway screening process. Utilities that
do not disclose such activities will be considered in violation of the
performance and subject to penalty and enforcement.

SDG&E/SoCalGas Comment: This Final Staff Recommendation is consistent with the
SDG&E/SoCalGas position, as expressed in their Post-Workshop Comments, filed July
27,2006, pp. 14-15, supporting the methodology proposed by the CEC in its recent
report, Proposed Methodology to Estimate the Generation Resource Mix of California

Electricity Imports, CEC-700-2006-007, issued in May, 2006. In their Comments on the
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Draft Workshop Report, filed September 8, 2006, pp. 6-8, SDG&E/SoCalGas also argued
for the revised method:

[T]he Draft Workshop Report recommends that the Commission
“consider” the CEC’s refined methodology proposed in its recent report,
Proposed Methodology to Estimate the Generation Resource Mix of
California Electricity Imports, CEC-700-2006-007, May, 2006. SDG&E
and SoCalGas support the new, refined methodology for calculation
of the “Net System Power” proposed by the CEC in its May, 2006
report and recommend the Commission adopt the new methodology
and the resulting assigned GHG emissions. (p. 7, emphasis added)

The Final Staff Recommendation appears to adopt the position advocated by
SDG&E and SoCalGas that, for purposes of the interim EPS, the emission values
associated with the composition of “Net System Power” in the CEC’s May, 2006, report
should form the basis for the GHG emissions value for system power.

In their Opening Brief, filed June 30, 2006, pp. 7-8, SDG&E and SoCalGas point
out that adopting separate emission values for system power from different regions (e.g.,
in-state, Northwest, Southwest) could potentially violate the Interstate Commerce Clause:

The Commerce Clause of the U.S. Constitution extends to Congress the
power “[t]o regulate Commerce with foreign Nations and among the
several States, and with the Indian Tribes.” The U.S. Supreme Court has
held that while incidental burdens on interstate commerce caused by state
law may be permissible under certain circumstances, “where simple
economic protectionism is effected by state legislation, a virtually per se
rule of invalidity has been erected.” Thus, in adopting regulations that
would assign emission characteristics on the basis of geographic origin for
use with unspecified resource contracts, the Commission must be mindful
of the need to ensure that the burden placed upon interstate commerce by
such regulations is not “a protectionist measure, [but rather| a law directed
to legitimate local concerns, with effects upon interstate commerce that
are only incidental.” (p. 8, internal footnotes omitted)

SDG&E and SoCalGas submit that the approach recommended by SDG&E and

SoCalGas, and in Final Staff Recommendation No. 7, avoids the potential violation of the
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Commerce Clause described above, to the extent that all system power, whether in-state
or from out of state is assigned the same value at the same point in time.
8) Monitoring and Enforcement (Section 8341 broadly)

a) CPUC gateway review with documentation and approval required prior to

finalizing contract or commitment to construct

SDG&E/SoCalGas Comment: The Final Staff Recommendation is consistent with the
SDG&E/SoCalGas position, as expressed in their Post-Workshop Comments, filed
July 27, 2006, pp. 5-6, in support of CPUC gateway review, which would require
Commission approval prior to finalization of any long-term IOU financial commitment.
9) Offsets, Safety Valves, and other flexibility devices

a) No offsets or market price safety valves

b) Case-by-case exemption for reliability and costs considered upon application
and CPUC review.

SDG&E/SoCalGas Comment: This Final Staff Recommendation is consistent with
SDG&E and SoCalGas’ recommendation that the interim EPS include an exemption for
reliability and cost, to be applied on a case-by-case basis, as discussed in their Post-
Workshop Comments, filed July 27, 2006, pp. 15-16. In their Comments on the Draft
Workshop Report, filed September 8, 2006, pp. 8-9, SDG&E and SoCalGas proposed
that the EPS also include a price safety valve in order to protect utility customers and to
ensure consistency with SB 1368, pointing out that SB 1368 requires that “[i]n adopting
and implementing the greenhouse gases emission standard, the commission, in
consultation with the Independent System Operator shall consider the effects of the
standard on system reliability and overall costs to electricity customers.” SDG&E and
SoCalGas therefore support the Final Staff Recommendation, which includes exemptions

for both reliability and costs, to be applied on a case-by-case basis.
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I11.
EMISSIONS CREDITS FOR COMBINED HEAT AND POWER

As indicated in Attachment 2 of the ACR, a variety of methods have been used to
provide emissions credits for combined heat and power (“CHP”) facilities in state air
quality regulations for conventional pollutants. For purposes of the interim Phase 1 GHG
EPS, SDG&E/SoCalGas have proposed a relatively simple method that provides credit to
the electrical generator for the estimated emissions avoided on the thermal side. Under
this “emissions avoided” approach, calculating the compliance of an individual CHP unit
with the GHG EPS requires merely deducting the emissions that a conventional boiler
system would otherwise emit, had it provided the same useful thermal output from the
total GHG output of the plant. For simplicity, SDG&E/SoCalGas had proposed using a
standard 80% efficient boiler in all calculations, except where a lower gas boiler
efficiency could be demonstrated. However, as pointed out in Attachment 2 to the ACR,
locally-permitted emission rates of gas boilers could be utilized in the alternative.

In Attachment 2 to the ACR, the Commission solicits discussion of the specific
method recommended and the reasoning supporting adoption of the proposed
methodology. Specifically, it requests information on the manner in which the avoided
emissions would be estimated for a replacement system, a new system, and for the case in
which the avoided thermal system emissions cannot be determined.

All parties agree that emissions related to the thermal load of a cogeneration unit
should be deducted for CHP applications in evaluation of the GHG emissions for
purposes of the EPS gateway. The thermal load is the second most important factor in

determining the efficiency of a CHP unit besides the heat rate of the electric generation
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unit. Under the SDG&E/SoCalGas proposal, this analysis would be performed on a case-
by-case basis since each cogeneration unit has a different heat rate and thermal load.

The boiler offset, thermal CO, avoided emissions, would be calculated based on
the emissions of a boiler needed to produce the same amount of useful thermal energy as
the CHP unit. The expected CO, per kWh for the cogeneration unit passing through the
GHG EPS gateway would be adjusted by deducting a boiler credit for the CO, emissions
avoided by the use of the effective use of thermal energy. The boiler credit would be
calculated by multiplying the Btus of useful thermal load per MWh by a gas CO,
emissions factor and dividing by the boiler efficiency. Dividing by the boiler efficiency
produces an output-based measure, as required by SB 1368, since it measures the
emissions associated with creating an identical stream of useful thermal energy.
SDG&E/SoCalGas would keep the calculation simple by using a standard gas boiler
efficiency of 80% for all cases, unless it could be demonstrated that the actual efficiency
was lower. In California, nearly all stand-alone thermal applications use natural gas as
the fuel for combustion to create necessary process heat. Eighty percent is the minimum
efficiency of these type large gas boilers in California, according to data available from
the California Energy Commission.”

Alternatively, the emissions rate could be the minimum state or local standards

for efficiency of new gas boilers, when and if such standards are adopted in the future for

. .. 6/ - . .
purposes of measuring GHG emissions.” Since gas combustion is assumed to be the

= CEC efficiency data is available online at
www.energy.ca.gov/appliances/appliance/excel based _files/boilers/.

2 Because California does not currently regulate GHG emissions, explicit efficiency standards do not

exist at this time. Control of criteria pollutants imposes implicit efficiency requirements, but current
requirements are expressed in terms of limits on the amount of pollutants rather than efficiency.
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source of heat in the absence of the CHP unit, the GHG emissions avoided by the use of
CHP generated heat can always be estimated once the amount of useful thermal energy
and the megawatt hours are known by assuming a level of boiler efficiency.

The calculation is demonstrated in the example below:

CHP Calculation

Assumptions:

Electric Generation = 1 MWh

Pounds of CO, per MMBtu Consumed = 117

Boiler Efficiency = 80%

Total Btu Consumed per MWh=11.719 MMBtu/MWh

Total Useful Thermal Energy per MWh = 5.115 MMBtu/MWh

Calculation:

Emission Rate = GHG Emissions/MWh of Electricity — Boiler Credit for GHG/MWh

Boiler Credit (Ibs/MWh) =
[(MMBtus of useful heat/Mwh of power) x (boiler IbssMMBtu)]/ (boiler efficiency)

Emission Rate =
(117 Ibs./MMBtu x 11.719 MMBtu)/1 MWh minus (117 x 5.115 MMBtu/.80)

= 1,371 - 748 = 623 Ibs. CO,/MWh

The calculation demonstrates that the CHP unit would not pass the EPS at the
proposed level of 1,100 pounds CO; since 1,371 is larger than 1,100 pounds/MWh
without consideration of the avoided thermal emissions. Once the emissions avoided due
to the CHP use of the thermal energy, the CHP unit would pass the GHG gateway with a

calculated emissions level of 623 pounds CO, per MWh.
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The below excerpt from the Rhode Island air quality regulations demonstrates that
the SDG&E/SoCalGas preferred approach is implementable and is, in fact, substantively
identical to as the Rhode Island regulations used for CO; limitation regulations:

A CHP system that meets these requirements can receive a compliance
credit against its actual emissions based on the emissions that would have
been created by a conventional separate system used to generate the same
thermal output. The credit will be subtracted from the actual generator
emissions for purposes of calculating compliance with the emission
standards in section 43.4.2. The credit will be calculated according to the
following assumptions and procedures:

The emission rates for the displaced thermal system (e.g., boiler) will be:
For CHP installed in new facilities, the emissions limits applicable to new

natural gas-fired boilers in 40 CFR 60, Subparts Da, Db, Dc, as applicable,
in Ib/MMBtu. [Emphasis added]

For CHP facilities that replace existing thermal systems for which historic
emission rates can be documented, the historic emission rates in
Ibs/MMBtu but not more than:

Emissions Maximum
Rate

Nitrogen 0.3

oxides Ibs/MMBtu

carbon 0.08

monoxide Ib/MMBtu

carbon 117

dioxide Ib/MMBtu

The emissions rate of the thermal system in lbs/MMBtu will be converted
to an output-based rate by dividing by the thermal system efficiency. For
new systems the efficiency of the avoided thermal system will be assumed
to be 80% for boilers or the design efficiency of other process heat
systems. If the design efficiency of the other process heat system cannot
be documented, an efficiency of 80% will be assumed. For retrofit
systems, the historic efficiency of the displaced thermal system can be
used if that efficiency can be documented and if the displaced thermal
system is either enforceably shut down and replaced by the CHP system,
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or if its operation is measurably and enforceably reduced by the operation

of the CHP system. y

The SDG&E/SoCalGas preferred approach provides the closest approximation to
the actual emissions associated with the thermal energy. It produces a value that is in
between the CAC/EPUC method and a conversion method using the heat rate of the CHP
unit as proposed in Attachment 2 to the ACR.

CAC/EPUC method

5.115 MMBtu/(3.412 MMBtu/MWh) = 1.5 MWh
Emissions Rate = 1,371 Ibs./(1 MWh + 1.5 MWh) = 1,371/2.5 MWh = 548 lbs./ MWh

Heat Rate Method

5.115 MMBtu/11.719 MMBtu/MWh = 0.44 MWh

Emissions Rate = 1,371 Ibs./(1 MWh + 0.44 MWh) = 1,371/1.44 MWh = 952 lbs./ MWh

7" State of Rhode Island and Providence Plantations, Dept. of Environmental Management, Office of Air

Resources Air Pollution Control Regulation No. 43, General Permits for Smaller Scale Electric
Generation Facilities (emphasis added).

¥ The CAC/EPUC method is based on California Air Resources Board calculations for CHP distributed
generation units with a minimum efficiency of 60 % in the conversion of the energy from the fossil
fuel to electricity and process heat.
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Iv.
CONCLUSION

For the reasons set forth above, and in SDG&E and SoCalGas’ prior filings
incorporated herein by reference, the Commission should adopt the Final Staff
Recommendations with the minor revisions and clarifications described above.

Respectfully submitted this 18" day of October, 2006.

/s/Aimee M. Smith

AIMEE M. SMITH

101 Ash Street, HQ13

San Diego, California 92101
Telephone: (619) 699-5042
Facsimile: (619) 699-5027
amsmith@sempra.com

Attorney for
SAN DIEGO GAS & ELECTRIC COMPANY and
SOUTHERN CALIFORNIA GAS COMPANY
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MAIL CODE BY9A
94177

http://www.cpuc.ca.gov/published/service lists/R0604009 72811.htm

Page 9 of 15
SAN FRANCISCO, CA 94105-2195
ANN G. GRIMALDI
MCKENNA LONG & ALDRIDGE LLP
101 CALIFORNIA STREET, 41ST FLOOR

SAN FRANCISCO, CA 94111

JANINE L. SCANCARELLI

FOLGER LEVIN & KAHN LLP

275 BATTERY STREET, 23RD FLOOR
SAN FRANCISCO, CA 94111

MARTIN A. MATTES

NOSSAMAN, GUTHNER, KNOX & ELLIOTT, LLP
50 CALIFORNIA STREET, 34TH FLOOR
SAN FRANCISCO, CA 94111
JEN MCGRAW
CENTER FOR NEIGHBORHOOD TECHNOLOGY
PO BOX 14322
SAN FRANCISCO, CA 94114
STEVEN MOSS
SAN FRANCISCO COMMUNITY POWER COOP
2325 3RD STREET, SUITE 344
SAN FRANCISCO, CA 94120
SHAUN ELLIS
2183 UNION STREET
SAN FRANCISCO, CA 94123
ED LUCHA
PROJECT COORDINATOR
PACIFIC GAS AND ELECTRIC COMPANY
PO BOX 770000, MAIL CODE: B9A
SAN FRANCISCO, CA 94177
10/18/2006



CALIFORNIA PUBLIC UTILITIES COMMISSION - SERVICE LISTS

GRACE LIVINGSTON-NUNLEY
ASSISTANT PROJECT MANAGER
PACIFIC GAS AND ELECTRIC COMPANY
PO BOX 770000 MAIL CODE BO9A

SAN FRANCISCO, CA 94177

JONATHAN FORRESTER

PG&E

MAIL CODE N13C

PO BOX 770000

SAN FRANCISCO, CA 94177

SOUMYA SASTRY

PACIFIC GAS AND ELECTRIC COMPANY
MAIL CODE BO9A

PO BOX 770000

SAN FRANCISCO, CA 94177

GREG BLUE
140 MOUNTAIN PKWY.
CLAYTON, CA 94517

STEVEN S. SCHLEIMER

CALPINE CORPORATION

3875 HOPYARD ROAD, SUITE 345
PLEASANTON, CA 94588

CARLA PETERMAN
1815 BLAKE ST., APT. A
BERKELEY, CA 94703

JOHN GALLOWAY

UNION OF CONCERNED SCIENTISTS
2397 SHATTUCK AVENUE, SUITE 203
BERKELEY, CA 94704

EDWARD VINE

LAWRENCE BERKELEY NATIONAL LABORATORY

BUILDING 90-4000

JASMIN ANSAR

PG&E

MAIL CODE B24A

PO BOX 770000

SAN FRANCISCO, CA 94177

SEBASTIEN CSAPO

PROJECT MANAGER

PACIFIC GAS AND ELECTRIC COMPANY
MAIL CODE B9A

PO BOX 770000

SAN FRANCISCO, CA 94177

VALERIE J. WINN

PACIFIC GAS AND ELECTRIC COMPANY
PO BOX 770000, BY9A

SAN FRANCISCO, CA 94177-0001

ANDREW J. VAN HORN
VAN HORN CONSULTING
12 LIND COURT
ORINDA, CA 94563

MRW & ASSOCIATES, INC.
1999 HARRISON STREET, SUITE 1440
OAKLAND, CA 94612

REED V. SCHMIDT

VICE PRESIDENT

BARTLE WELLS ASSOCIATES
1889 ALCATRAZ AVENUE
BERKELEY, CA 94703

CLYDE MURLEY
CONSULTANT

600 SAN CARLOS AVENUE
ALBANY, CA 94706

RYAN WISER
BERKELEY LAB
MS-90-4000
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BERKELEY, CA 94720

ARNO HARRIS
PO BOX 6903
SAN RAFAEL, CA 94903

CARL PECHMAN

POWER ECONOMICS

901 CENTER STREET
SANTA CRUZ, CA 95060

MAHLON ALDRIDGE
ECOLOGY ACTION

PO BOX 1188

SANTA CRUZ, CA 95060

C. SUSIE BERLIN

ATTORNEY AT LAW

MC CARTHY & BERLIN, LLP

100 PARK CENTER PLAZA, SUITE 501
SAN JOSE, CA 95113

RICHARD SMITH

MODESTO IRRIGATION DISTRICT
1231 11TH STREET

MODESTO, CA 95352-4060

ROGER VANHOY

MODESTO IRRIGATION DISTRICT
1231 11TH STREET

MODESTO, CA 95354

RICHARD MCCANN, PH.D

M. CUBED

2655 PORTAGE BAY, SUITE 3
DAVIS, CA 95616

ONE CYCLOTRON ROAD
BERKELEY, CA 94720

PHILLIP J. MULLER
SCD ENERGY SOLUTIONS
436 NOVA ALBION WAY
SAN RAFAEL, CA 94903

KENNY SWAIN

POWER ECONOMICS

901 CENTER STREET
SANTA CRUZ, CA 95060

ERIC WANLESS

NATURAL RESOURCES DEFENSE COUNCIL
111 SUTTER STREET, 20TH FLOOR

SAN FRANCISCSO, CA 95104

JOY A. WARREN

ATTORNEY AT LAW

MODESTO IRRIGATION DISTRICT
PO BOX 4060

MODESTO, CA 95352

CHRISTOPHER J. MAYER
MODESTO IRRIGATION DISTRICT
1231 11TH STREET

MODESTO, CA 95354

CLARK BERNIER

RLW ANALYTICS

1055 BROADWAY, SUITE G
SONOMA, CA 95476

CAROLYN M. KEHREIN

ENERGY MANAGEMENT SERVICES
1505 DUNLAP COURT

DIXON, CA 95620-4208
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CALIFORNIA ISO

LEGAL AND REGULATORY DEPARTMENT
151 BLUE RAVINE ROAD

FOLSOM, CA 95630

DAVID BRANCHCOMB
BRANCHCOMB ASSOCIATES, LLC
9360 OAKTREE LANE
ORANGEVILLE, CA 95662

ELLEN WOLFE

RESERO CONSULTING

9289 SHADOW BROOK PL.
GRANITE BAY, CA 95746

BRUCE MCLAUGHLIN

BRAUN & BLAISING, P.C.
915 L STREET, SUITE 1420
SACRAMENTO, CA 95814

STEVEN KELLY

INDEPENDENT ENERGY PRODUCERS ASSN
1215 K STREET, SUITE 900
SACRAMENTO, CA 95814-3947

BALWANT S. PUREWAL

DEPARTMENT OF WATER RESOURCES
3310 EL CAMINO AVE., LL-90
SACRAMENTO, CA 95821

KAREN LINDH

LINDH & ASSOCIATES

7909 WALERGA ROAD, NO. 112, PMB119
ANTELOPE, CA 95843

KEVIN FOX
STOEL RIVES LLP
900 sw FIFTH AVENUE, SUITE 2600
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SAEED FARROKHPAY

FEDERAL ENERGY REGULATORY COMMISSION
110 BLUE RAVINE RD., SUITE 107
FOLSOM, CA 95630

SCOTT TOMASHEFSKY

NORTHERN CALIFORNIA POWER AGENCY
180 CIRBY WAY

ROSEVILLE, CA 95678-6420

AUDRA HARTMANN

LS POWER GENERATION

980 NINTH STREET, SUITE 1420
SACRAMENTO, CA 95814

CURT BARRY
717 K STREET, SUITE 503
SACRAMENTO, CA 95814

EDWARD J. TIEDEMANN

ATTORNEY AT LAW

KRONICK, MOSKOVITZ, TIEDEMANN & GIRARD
400 CAPITOL MALL, 27TH FLOOR
SACRAMENTO, CA 95814-4416

KAREN NORENE MILLS

ATTORNEY AT LAW

CALIFORNIA FARM BUREAU FEDERATION
2300 RIVER PLAZA DRIVE
SACRAMENTO, CA 95833

DENISE HILL

DIRECTOR

4004 KRUSE WAY PLACE, SUITE 150
LAKE OSWEGO, OR 97035

ANNIE STANGE
ALCANTAR & KAHL
1300 SW FIFTH AVE., SUITE 1750
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PORTLAND, OR 97204

ALAN COMNES

WEST COAST POWER
3934 SE ASH STREET
PORTLAND, OR 97214

SAM SADLER

OREGON DEPARTMENT OF ENERGY
625 NE MARION STREET

SALEM, OR 97301-3737

JESUS ARREDONDO
NRG ENERGY INC.
4600 CARLSBAD BLVD.
CARLSBAD, CA 99208

KAREN MCDONALD

POWEREX CORPORATION
1400,

666 BURRAND STREET
VANCOUVER, BC V6C 2X8
CANADA

State Service

JAMES LOEWEN

CALIF PUBLIC UTILITIES COMMISSION
RATEMAKING BRANCH

320 WEST 4TH STREET SUITE 500

LOS ANGELES, CA 90013

CHRISTINE S. TAM

CALIF PUBLIC UTILITIES COMMISSION
ELECTRICITY RESOURCES & PRICING BRANCH
ROOM 4209

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

JACLYN MARKS
CALIF PUBLIC UTILITIES COMMISSION
DIVISION OF STRATEGIC PLANNING
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PORTLAND, OR 97210

MARK C. TREXLER

TREXLER CLIMATE+ENERGY SERVICES, INC.
529 SE GRAND AVE,M SUITE 300
PORTLAND, OR 97214-2232

LISA SCHWARTZ

SENIOR ANALYST

ORGEON PUBLIC UTILITY COMMISSION
PO BOX 2148

SALEM, OR 97308-2148

TIM HEMIG

DIRECTOR

NRG ENERGY

4600 CARLSBAD BLVD.
CARLSBAD, CA 99208

CHARLOTTE TERKEURST

CALIF PUBLIC UTILITIES COMMISSION
DIVISION OF ADMINISTRATIVE LAW JUDGES
ROOM 5117

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

DONALD R. SMITH

CALIF PUBLIC UTILITIES COMMISSION
ELECTRICITY RESOURCES & PRICING BRANCH
ROOM 4209

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

JONATHAN LAKRITZ
CALIF PUBLIC UTILITIES COMMISSION
DIVISION OF ADMINISTRATIVE LAW JUDGES
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ROOM 5119
505 VAN NESS AVENUE
SAN FRANCISCO, CA 94102-3214

JUDITH IKLE

CALIF PUBLIC UTILITIES COMMISSION
ENERGY RESOURCES BRANCH

ROOM 4012

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

KRISTIN RALFFE DOUGLAS

CALIF PUBLIC UTILITIES COMMISSION
DIVISION OF STRATEGIC PLANNING
ROOM 5119

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

MATTHEW DEAL

CALIF PUBLIC UTILITIES COMMISSION
ENERGY RESOURCES BRANCH

AREA 4-A

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

MERIDETH STERKEL

CALIF PUBLIC UTILITIES COMMISSION
ENERGY RESOURCES BRANCH

AREA 4-A

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

THERESA CHO

CALIF PUBLIC UTILITIES COMMISSION
EXECUTIVE DIVISION

ROOM 5207

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

GRANT A. ROSENBLUM
STAFF COUNSEL
CALIFORNIA ISO

151 BLUE RAVINE ROAD
FOLSOM, CA 95630

MEG GOTTSTEIN

ADMINISTRATIVE LAW JUDGE

PO BOX 210/21496 NATIONAL STREET
VOLCANO, CA 95689
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ROOM 5020
505 VAN NESS AVENUE
SAN FRANCISCO, CA 94102-3214

JULIE A. FITCH

CALIF PUBLIC UTILITIES COMMISSION
DIVISION OF STRATEGIC PLANNING
ROOM 5203

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

LAINIE MOTAMEDI

CALIF PUBLIC UTILITIES COMMISSION
DIVISION OF STRATEGIC PLANNING
ROOM 5119

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

MEG GOTTSTEIN

CALIF PUBLIC UTILITIES COMMISSION
DIVISION OF ADMINISTRATIVE LAW JUDGES
ROOM 2106

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

NANCY RYAN

CALIF PUBLIC UTILITIES COMMISSION
EXECUTIVE DIVISION

ROOM 5217

505 VAN NESS AVENUE

SAN FRANCISCO, CA 94102-3214

BILL LOCKYER

STATE ATTORNEY GENERAL

STATE OF CALIFORNIA, DEPT OF JUSTICE
PO BOX 944255

SACRAMENTO, CA 94244-2550

MICHAEL SCHEIBLE

DEPUTY EXECUTIVE OFFICER
CALIFORNIA AIR RESOURCES BOARD
1001 I STREET

SACRAMENTO, CA 95677

B. B. BLEVINS

EXECUTIVE DIRECTOR
CALIFORNIA ENERGY COMMISSION
1516 9TH STREET, MS-39
SACRAMENTO, CA 95814
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DON SCHULTZ KAREN GRIFFIN

CALIF PUBLIC UTILITIES COMMISSION EXECUTIVE OFFICE

ELECTRICITY RESOURCES & PRICING BRANCH CALIFORNIA ENERGY COMMISSION
770 L STREET, SUITE 1050 1516 9TH STREET, MS 39
SACRAMENTO, CA 95814 SACRAMENTO, CA 95814

LISA DECARLO PIERRE H. DUVAIR

STAFEF COUNSEL CALIFORNIA ENERGY COMMISSION
CALIFORNIA ENERGY COMMISSION 1516 NINTH STREET, MS-41
1516 9TH STREET MS-14 SACRAMENTO, CA 95814

SACRAMENTO, CA 95814
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